EXECUTIVE SUMMARY

This report reviews and evaluates the state of competition in the commercial liability insurance market in
Michigan. The report evaluates this market for calendar year 2000 as required by section 2409c of the
Insurance Code of 1956, 218 PA 1956, MCL 500.2409c (section 2409c). Its purpose is to determine if
competition in this market has effectively restrained commercial liability insurance premiums to reasonable
levels that are not excessive or unfairly discriminatory. Economic analysis was used to determine whether
current market structure, conduct, and performance are conducive to workable competition. Thecommercid
liability insurance lines analyzed are medical malpractice and other commercial liability.

The report analyzed two measures of profitability, statewide loss ratios and return on net worth (RONW).
Examining such indicia of profitability indirectly measuresthe industry’ s efficiency in delivering insurance
services.

On November 28, 2001, apublic hearing was held to obtain public comment on the state of competitioninthe
commercial liability insurance market. Individuals attending the hearing sought information on the reporting
process and none of them testified. In fact, to date, the only testimony given by business wasin 1988 from
severa canoe livery businesses that were having short-term problems obtaining insurance.

The lack of testimony given since 1988 would appear to indicate that businesses are not having problems
obtaining commercia liability insurance. Though not likely, it is possible that the lack of business
participation indicates businesses are unaware of the existence of a forum in which to air their insurance
problems. The American Insurance Association (AlA), which submitted testimony in the past, has not
testified on the state of competition since 1995.

Brief History of the Underwriting Cycle

Thisreport wasfirst issued in 1988 after an unanticipated change in the mid-1980s in the litigation climate
resulting in operating losses. Theselosses, together with |ess-than-expected investment gains, had contributed
in 1984 and 1985 to low profitability for insurers, as reflected in high statewide average loss ratios and low
RONW.

The poor performance caused aloss of surplus and undermined the confidence by admitted insurers, which
reduced insurance exposure. This reduced insurance availability with most of the shortfall picked up by
surpluslinesinsurers, whose share of total businessliability insurance premiumin Michigan grew from 6.7%
in 1984 to 15.3% in 1988.

Widespread premium rate increases, especially for certain high-risk linesin 1985 and 1986, accompanied the
growth in the surplus lines segment of the market. Surplus lines insurers garnered
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large market sharesin several markets. Overall, theincreasein rates and reduced availability was a national
phenomenon.

The hard market of the mid-1980s caused a public outcry over the high cost of litigation and insurance. As
some called for apolitical solution, the Michigan Legislature enacted changesinthetort liability law to reduce
unwarranted litigation. In addition, the Insurance Code of 1956 was amended to require the former Insurance
Bureau (now OFIS) to report on the status of competition in commercial liability insurance markets.

From 1987 through 1992, the market softened dlightly asinsurer profitability, as shown by lower loss ratios
and higher RONW, returned. While premiumsover this period were stable or declining, availability problems
continued in some lines of insurance and surplus lines insurers maintained their market share. Surpluslines
concentration for medical mal practice insurance rose significantly through 1990 but has since trended |ower.
In recent years, surplus lines business has increased in one line -- other commercia liability.

In 1994, concern arose in theindustry that insurance was under-priced and average commercial liability loss
ratiosin Michigan rose. In spite of this concern, the soft market continued through 1999. Through 1998, as
premiums declined, insurer profitsincreased. Thiswas especially truein Michigan for medical malpractice
insurers, whose profitability peaked during the period 1995 through 1998. In 1999, however, RONW for
medical malpractice insurers dropped to 10.9%.

During the 1990s, the RONW for other commercial liability insurers peaked at 22.0% in 1997 and declined to
4.4% in 1999 and 12.3% in 2000. Premium rates appear to be approaching the trough of this underwriting
cycle. Earlier inthe 1990s, the RONW fell to 7.9% in 1993, one year before RONW hit —1.4%. Continuing
declines in premium rates will likely contribute to losses.

Conclusions

The evidence appears to show that insurers are making medical malpractice insurance available to their
constituent groups at reasonablerates. The growth in surpluslinesinsurers, offshore captives, risk-retention
groups, and purchasing groups formed under the federal Liability Risk Retention Act of 1986 (LRRA), 15
USC 3901 et seg., may indicate that many physicians and hospitals are dropping out of traditional insurance
markets. It is concluded that the market for medical malpractice insurance is reasonably competitive.

The market for other commercial liability insurance showsthat insuranceis available at reasonable premium
rates. Thisindicates that the market for other commercial liability insurance is workably competitive. As
noted above, however, premium rates may be approaching the trough of the underwriting cycle and, in 2001,
insurers may see their profitability turn negative.



BACKGROUND

In the mid-1980s, concern about the so-called "liability crisis' caused businessesto seek alegidative solution
to the high cost of liability insurance. Some persons who were concerned that this market was operating
inefficiently called for increased regulation. Since little was known about the efficiency of the liability
insurance market, many resisted aregulatory solution. Inthe end, the Michigan Legislature enacted Act No.
318 of the Public Acts of 1986, which added section 2409c to the Insurance Code of 1956. Section 2409c
requires the Office of Financial and Insurance Services (OFIS) to evaluate the state of competition in the
commercia liability insurance market. The purpose of thisreport isto fulfill that mandate.

Section 2409c requires OFIS to complete a preliminary and afinal report on the state of competition. The
requirement of a preliminary report stemsfrom an incorrect assumption that datawill be availabletimely for
the commercid liability market asistrue for theworkers' compensation market. Insurers submit datafor the
workers' compensation insurance market directly to the Compensation Advisory Organization of Michigan
(CAOM) as they write workers compensation insurance policies. Thus, CAOM can provide the data as
requested by OFIS annually and semi-annually.

For the commercial liability report, the source of the data is the insurance company annual statements
submitted annually in March and covering the previous calendar year. The dataare submitted to the National
Association of Insurance Commissioners (NAIC) and the states. The data are encoded by the NAIC and
typically made available to the states in June of each year. These are the data used in OFIS' by-line reports
and annual report. Most of the data for the commercial liability report come from this NAIC database. The
surpluslines dataarrive semi-annually and calendar year statistics are not available until March of each year.

The profitability dataused in thiscommercial report also comefromthe NAIC. Theprofitability statisticsare
generated from the annual statements after the data are encoded. The NAIC's profitability report typicaly
comes out in November or December of the year following the statement year.

Due to the arrival times of these data, when the final report is produced in August there are no new data
available upon which to report. Thetiming of the profitability statistics requires use of datafrom two years
prior. The preliminary report, which isdue January of each year, has no new data upon which to report except
for the profitability data. This assumesthat the NAIC' s profitability report has been published on schedule.
Unfortunately, the September 11, 2001 terrorist attacks and changes in the methods of calculating the
profitability statistics again have delayed publication of the profitability report. Thishasdelayed completion
of the commercial liability report.

In the spring of 2000, insurersfiled datafor thisfinal report in their annual financial statements covering the
1999 calendar year. More recently, a public hearing addressing competition in the commercia liability
insurance market was held on November 28, 2001. Information and, if applicable, testimony from the hearing
and later submissions are used in preparing thisreport. Aswastruein all of the hearings since 1995, no one
testified at the November 28, 2001 public hearing.

Inthispreliminary report OFISwill present the new profitability statistics published by NAIC that arrived near
the end of January 2001.



This report contains the statutory criteria for evaluating competition, the economic theory underlying the
analysis, the exhibits reviewing the market structure in each insurance line, and the analysis of market
structure and conduct. Much of the market performance dataare from the profitability report, which include
loss ratio and return on net worth (RONW) statistics for medical mal practice and other commercia liability
insurance lines. This preliminary report reviews these data, which consist of cross-state comparisons.

Readers will note that to shorten the 1999 preliminary report, certain exhibits were eliminated. 1n order to
maintain consi stency, the numbering scheme of the exhibitsretained in the 2001 preliminary report isidentical
to that in previous reports.

Report Outline

Thispreliminary report isto evaluate and certify the state of competition in the commercial liability insurance
market for 2000, as required by section 2409c. However, as discussed earlier, OFIS does not receive state-
specific data until March and most of these data are not available until June.

This report evaluates data filed by insurers in the spring in their annual financial statements covering the
previous calendar year. A public hearing addressing the issue of competition in the commercia liability
insurance market was held on November 28, 2001. Typically, information and testimony from hearings and
subsequent submissions are used in preparing this report. However, no one has testified at a hearing since
1995.

Theremainder of thereport isorganized into five sections. Thefirst coversthe economic theory of usingloss
ratios and RONW to evaluate market performance. The second section coverstestimony given at the public
hearing. The third section covers the 2000 NAIC profitability data for medical malpractice insurance. The
fourth section covers the 2000 NAIC profitability data for commercial liability insurance and how the data
affect the conclusions presented in the final report. The final section reviewsinformation on national trends
taken from Best’ sand any implications the data might have for Michigan. The exhibit |abels presented here
have been maintained from the final report to facilitate comparisons.

I. Economic Theory Regarding M arket Performance

Economic theory provides that a competitive market will achieve an optimal allocation of resources. This
means that the market price will equal the cost of the last unit of output, each firm will produce alevel of
output where its average cost isminimized, and investors will receive arate of return just equal to the cost of
capital. Ineffect, acompetitive market structure causesfirmsto behave competitively, which, inturn, leadsto
market performance favorable to customers. If the Michigan commercial liability insurance market exhibits
workable competition, its performance should reasonably approach the perfectly competitive ideal.

Profitability - Loss Ratios

A useful measure of the industry's efficiency and profitability is the statewide loss ratio, which can be
calculated by dividing incurred losses by earned premium. In any given year, losses reported by insurers
include current year losses plus changes in estimated liabilities for prior policy periods. A loss ratio is
calculated by dividing incurred losses by premiums earned during the policy period. Thelossratio reveasthe
amount of actual loss protection received for each premium dollar paid. The portion of premiumsnot paid out
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inlossesisavailablefor expensesand profits. All elseequal, higher lossratios suggest greater cost efficiency
and/or decreased profitability, while lower loss ratios imply decreased cost efficiency and/or increased
profitability. Anincrease in competition and rates would tend to produce lower lossratios. Conversely, a
reduction in competition and rates would tend to result in higher loss ratios.

Thereisthe question of what lossratio will permit acommercial liability insurer to earn afair rate of return on
investment that is consistent with reasonable competition. Determination of such alossratio would depend
on assumptions about investment income, expenses, premium-to-surplus ratios, as well as the shape of the
‘loss-tail’ to which it applies. The loss-tail refers to the shape of the stream of loss claims covered by the
insurance policy. A long loss-tail means claims aretypically paid many years subsequent to the policy year.
Given the pattern of theloss payout data, it might be possibleto cal culate ahypothetical competitivelossratio
as arough benchmark to be compared with actual experience to assess the efficiency of the industry.

Comparison of the absolute to the hypothetical lossratio isnot the only way to evaluateinsurer profitability.
One might compare statewide loss ratios and profitability measures for Michigan relative to other similar
Great Lakes states and the rest of the United States.

For purposes of the final reports and thisreport, calendar year loss ratios are shown in exhibits 2(c) and 3(c)
for Michigan, the other Great Lakes states, and the nation. Exhibits E-1 and E-2 contain lossratio information
for al states. A columnisadded for each year of datathat showsthe state’ s ranking among the 50 states and
District of Columbia. The states are ranked from lowest-to-highest lossratio, i.e., lower rank implies higher
profits.

Using thisinformation, insurer profitability in Michigan can be compared with that of other states. However,
one must exercise caution when using calendar-year loss ratios, because they compare incurred losses to
premiums collected in the same calendar year rather than to the premiums collected for the policy yearsto
which the losses are attributable. Since for many commercial liability lines only asmall portion of calendar
year losses are actually assigned to the premiums paid that year, an individual carrier's loss ratio will vary
considerably depending on whether its business is expanding or contracting. As aresult, such individual
ratios may not be useful for ratemaking purposes. To the extent that, in aggregate, loss-tails are consistent
from year to year, statewide lossratios are agood indicator of state-to-state profitability and efficiency. The
source for exhibits 2(c) and 3(c) is the NAIC profitability reports, which use state page by-line data from
insurers annual reports.

Profitability - Return on Net Worth

The NAIC has developed profitability reports by state and by line of coverage. The by-state, by-line measure
of profitability examined is the RONW. RONW is a percentage determined as the NAIC' s estimates of
operating profitsin each line for a state divided by the NAIC’ s determination of net worth allocated to each
line for the given state.



Underwriting Cycle

While the conditions for perfect and workable competition are stated in static terms, another factor, the
underwriting cycle, influences the short-term performance of the commercial liability insurance industry.

The underwriting cycle consists of successive periods of increasing and diminishing competition. Competitive
or "soft" markets are characterized by falling premium rates, increased availability, growing loss ratios, and
reduced surplus. Together, these conditions elevate loss ratios and eventually cause insurers to raise their
rates, restrict coverage's, and reduce their volume of policies written. In the especially hard phase of the
cycle, surplus lines insurers can dominate the less profitable coverage’ s for admitted insurers. Eventually,
increased rates and restricted coverage’ srestoreinsurer profitability and surplus, which, inturn, spursanother
round of price-cutting.

The status of competition in the Michigan commercial liability insurance market must be evaluated in along-
term context. Short-term increases in rate levels and profitability do not necessarily indicate a lack of
competitionif rates previously charged have been insufficient to cover costs. A lack of competitionwould be
indicated by a sustained period of excessive rates with no retrenchment to reasonable levels. Competition
should prevent rates from becoming excessive for an extended period of time. The objective of thisreportis
to determine whether the Michigan commercia liability insurance market reasonably meets the standards of
workable competition.

1. PUBLIC HEARING TESTIMONY

On November 28, 2001, apublic hearing was held to élicit public comment regarding the state of competition
inthe commercial liability insurance market. None of theindividuals attending the hearing testified. Infact,
the only testimony ever given by businesswasin 1988 from several canoe livery businessesthat were having
short-term problems obtaining insurance. The lack of testimony given since 1988 would appear to indicate
that businesses are not having problems obtaining commercial liability insurance. Though not likely, it is
possible that the lack of business participation indicates that businesses are unaware of the existence of a
forum in which to air their insurance problems.

The AlA, in the past, has submitted testimony, but it has not testified on the status of competition in this
market since 1995.

1. MEDICAL MALPRACTICE LIABILITY INSURANCE

Medical malpracticeinsurance differsfrom other lines of insurance in the unusually long period between the
event that created the potentia liability and the date the liability litigation is resolved and payment on the
clamisdue. Thisistrue even after the tort reforms contained in Public Act 349 of 1993, that amended the
Insurance Code of 1956 to, among other things, limit the amount of time between the onset of a medical
problem and thetimewhen anindividual canfileaclaim. Theliability tail remains|ong because many years
may el apse before a problem surfaces. Insurance lines having inordinately long liability tails and economic
and litigation uncertainties combine to greatly complicate premium rate-setting for insurers.



Problemsin availability and price of medical malpracticeinsurancefirst appeared in theliability crisis of the
mid-1970swhen low profitability led to the departure of many traditional insurersfrom the market. Thisled
to several significant changes. One was the growth of physician- and hospital-sponsored insurers. Another
was the change from predominantly occurrence policiesto claims-made policies. The movement to surplus-
linesinsurers, risk-retention groups, purchasing groups and offshore captive insurers resulted from the tight
markets in 1985 to 1987. That movement continued through 1990, leveled off until 1993, and since has
declined.

Exhibit 2(a) examines the structure of the top eight insurersin the medical malpractice insurance market
over the years since 1991.

Market Performance

Exhibit 2(c) displays loss ratios for the last 10 years through 2000 for the Great Lakes states, which have
economiessimilar to Michigan's. Exhibit E-1 providesthisinformation for all the states. A lower lossratio
gives a state a higher ranking (the state with the lowest loss ratio would be ranked 1). A lower lossratiois
favorable to insurers and unfavorable to purchasers. Based on national averages since 1990, aloss ratio of
around 75% to 80% likely would give insurers reasonable profitability at reasonable premium rates.

The loss ratios for medical malpractice during 1991 through 2000 indicate adequate rate levels and more
profitable years. For the 10-year period 1991 to 2000, nationally, the loss ratios have been very stable
averaging nearly 65.7%, indicating that the line has been profitable over the decade.

Thelossratiosin Michigan paralleled those of the nation for most yearsthrough 1994. In 1996, 1997, 1998,
1999, and 2000, the Michigan average | oss ratios were 38%, 32%, 43%, 48%, and 29%, respectively, which
depart significantly from the national figures. Overall, thesefive yearshave been very profitablefor Michigan
medical malpracticeinsurers. Typically, such profitability isdueto the release of excessreservesarising out
of favorableresolution of claimsin prior years. Claimscosts could belower than anticipated reflecting greater
price stability overall and in the medical sector and advancesin medical technology.

As discussed above, one must exercise caution in evaluating insurer profitability based on loss ratios since
calendar year loss data are not valid for assessing adequacy of rates and profitability of liability lines.
Calendar year loss ratios compare premiums collected in a given calendar year to losses incurred that year,
which relate mostly to policies purchased in earlier years. Thus, current premium rates might not be excessive
if the low loss ratios that are currently being observed are due to the favorabl e resolution of claims.

Exhibit 2(d) shows RONW for the Great Lakes states since 1991 as reported by the NAIC. Exhibit F-1
provides the same information for all states. The narrative part of the exhibit briefly explains how the NAIC
calculated these data. A low RONW, other things equal, leads to a higher ranking, which is favorable to
purchasers.

Throughout the period 1986 to 1994, the RONW for the medical malpractice insurance companies in
Michigan hovered near the median level of comparable statesand of all statesat least until 1995. The RONW
statistics indicate that the period from 1995 through 2000 has been profitable for Michigan’s medical
mal practiceinsurance companies. Insurer profitstrended lower through 1999 but rebounded sharply in 2000.
The RONW in Michigan for 1999, was 10.9%, down from 15.4% in 1998. The downward trend during the
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period 1995 through 1999 showsthat insurers were behaving competitively. The RONW figuresin Michigan
have averaged 17.6% since 1991, 6 percentage points above the national average. A review of average
profitability over this period shows insurer profits are not excessive.

Evaluation of Competition

Based on the evidence presented here, it would appear that the market for medical malpractice insuranceis
dominated by afew domestic captive insurance companies which showed restraint in the rate of increasein
premiums and made medical mal practiceinsurance availableto their constituent groups. Those not accepted
for coverage by one of these insurers are often forced into surplus linesinsurance. Whilethisconclusionis
largely conjecture, it appears reasonabl e, since OFIS has not recel ved complaints about the cost or avail ability
of insurance.

Insured’ s for which the market temporarily dries up during the market contraction phase may find attractive
alternativesto their previous insurance arrangements. They may create their own insurers that can compete
with their former insurers. Since 1989, there has been significant growth in surplus lines insurers, offshore
captives, risk-retention groups, and purchasing groups formed under the federal LLRA. Thisindicates that
many physicians and hospitals are choosing to drop out of the traditional insurance markets.

On the surface, the market for medical malpractice insurance appears to be oligopolistic, given the large
market share held by thetop threeinsurers. It isworth noting that the top four insurerswereformed by health
providers, largely due to high premiums and lack of availability of adequate coverage. Overal, the market
appears competitive.

The industry average loss ratios and average RONW over time supports this conclusion. Improved
profitability for the period from 1991 to 2000 has improved the financial position of these insurers since the
hard market of 1985. The improved profitability has encouraged the entry of new insurance companies, a
lessening of market concentration, and areduction of premium going to surpluslines carriers. However, the
market isdominated by afew larger established insurers from which new market entrantsmay struggletogan
market share.



Exhibit 2(a)

Rank, M arket Shares and Concentration of the Admitted
M edical M alpractice Insurance M ar ket

1991-1994
Written Market Sum of
Premiums Shares Shares
Year Rank Carrier Name ($1,000's) % %
1991 1. Michigan Physicians Mut Liab Ins 55,909 37.72 37.72
2. Physicians Insurance Co of Ml 46,588 3144 69.16
3. Michigan Hospital Assn Ins Co 18,370 12.40 81.55
4. Butterworth Insurance Exchange 3,861 2.61 84.16
5. American Continental Ins Co 3,448 2.33 86.49
6. Saint Paul Fire & Marine Ins Co 3,392 2.29 88.77
7. Clarendon National Ins Co 2,919 1.97 90.74
8. Medical Protective Company 2,728 1.84 92.59
1992 1. Michigan Physicians Mut Liab Ins 59,654 38.06 38.06
2. Physicians Insurance Co of Ml 48,616 31.02 69.08
3. Michigan Hospital Assn Ins Co 21,644 13.81 82.89
4. Butterworth Insurance Exchange 4,174 2.66 85.55
5. Clarendon National Ins Co 3,600 2.30 87.85
6. Saint Paul Fire & Marine Ins Co 3,058 1.95 89.80
7. American Continental Ins Co 2,921 1.86 91.66
8. Medical Protective Company 2,271 145 93.11
1993 1. Michigan Physicians Mut Liab Ins 62,066 37.69 37.69
2. Physicians Insurance Co of Ml 49,570 30.10 67.79
3. Michigan Hospital Assn Ins Co 25,468 15.46 83.25
4. Butterworth Insurance Exchange 4,159 2.53 85.78
5. Clarendon National Ins Co 2,757 1.67 87.45
6. Saint Paul Fire & Marine Ins Co 2,614 1.59 89.04
7. Medical Protective Company 2,104 1.28 90.32
8. American Continental Ins Co 1,919 117 91.48
1994 1. Michigan Physicians Mut Liab Ins 60,824 35.86 35.86
2. PICOM Insurance Company 50,425 29.73 65.58
3. Michigan Hospital AssnInsCo 21,637 12.76 78.34
4. American Continental Ins Co 6,763 3.99 82.32
5. Butterworth Insurance Exchange 4,874 2.87 85.20
6. Continental Insurance Company 3,788 2.23 87.43
7. Chicago Insurance Company 2,460 145 88.88
8. Insurance Company of the West 2,448 1.44 90.32



Exhibit 2(a)
Rank, Market Shares and Concentration of the Admitted

M edical Malpractice | nsurance M ar ket

1995-1998

Year Rank Carrier Name

1995

1996

1997

1998

O~NOOOTA~,WNE O~NOOUOTA~,WNE O~NO U, WNE

O~NO O WNE

. Michigan Physicians Mut Liab Ins
. PICOM Insurance Company

. Michigan Hospital Assn Ins Co

. American Continental Ins Co

. Butterworth Insurance Exchange

. Continental |nsurance Company

. Frontier Insurance Company

. Chicago Insurance Company

. Michigan Physicians Mut Liab Ins
. PICOM Insurance Company

. Michigan Hospital Assn InsCo

. Butterworth Insurance Exchange

. Frontier Insurance Company

. American Continental Ins Co

. Continental |nsurance Company

. Chicago Insurance Company

. Michigan Physicians Mut Liab Ins
. PICOM Insurance Company

. Michigan Hospital Assn InsCo

. Butterworth Insurance Exchange

. Frontier Insurance Company

. American Continental Ins Co

. Medical Protective Company

. Continental |nsurance Company

. Mutual Insurance Corp of Amer

. ProNational Insurance Co

. Michigan Hospital AsnInsCo

. Michigan Professional Ins Exchange
. American Continental Insurance Co
. Frontier Insurance Co

. Continental Casualty Co

. Medical Protective Co
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Written
Premiums

($1,000's)

56,104
48,272
23,663
5,995
5,458
5,179
3,034
2,791

53,121
45,937
24,313
6,648
5,640
5,037
4,746
2,972

47,541
41,439
28,315
6,754
4,939
3,876
3,690
2,846

47,327
36,695
26,321
6,723
4,802
4,579
4,246
3,413

Market
Shares
%

33.05
28.44
13.94
3.53
3.22
3.05
179
1.64

3151
27.25
14.42
3.94
3.35
2.99
2.82
1.76

30.37
26.47
18.09
431
3.15
248
2.36
1.82

30.10
23.34
16.74
4.28
3.05
291
2.70
217

Sum of
Shares
%

33.05
61.49
75.44
78.97
82.18
85.23
87.02
88.67

3151
58.76
73.19
77.13
80.48
83.46
86.28
88.04

30.37
56.84
74.92
79.24
82.39
84.87
87.23
89.04

30.10
53.44
70.18
74.49
77.51
80.42
83.12
85.29



Exhibit 2(a)
Rank, Market Shares and Concentration of the Admitted

M edical Malpractice | nsurance M ar ket

1999-2000

Year Rank Carrier Name

1999

2000

ONOUAWNE

ONOUTAWNPE

. Mutua Insurance Corp of Amer

. ProNational Insurance Co

. Michigan Hospital Asn InsCo

. Michigan Professional Ins Exchange

Medical Protective Co
Star InsCo

. Frontier Ins Co

American Continental Ins Co

. American Physicians Assur Corp

ProNational Insurance Company

. Michigan Hospital Assn InsCo
. Michigan Professional Ins Exchange

Medical Protective Company
American Continental Ins Co

. Star Insurance Company
. Frontier Insurance Company
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Written
Premiums

($1,000's)

44,449
37,980
26,930
7,781
4,237
3,841
3,480
3,151

40,054
39,695
28,462
9,554
7,670
4,701
4,522
2,281

Market
Shares
%

29.24
24.99
17.72
512
2.79
2.53
2.29
207

25.06
24.84
17.81
5.98
4.80
2.94
2.83
1.43

Sum of
Shares
%

29.24
54.23
71.95
77.07
79.85
82.38
84.67
86.74

25.06
49.90
67.71
73.69
78.49
81.43
84.26
85.69



Exhibit 2(c)
L oss Ratios - M edical M alpractice with Rank of State (lowest L /R to highest)

1991 - 2000

YEAR 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 Average
LossR/Rank  LossR/Rank LossR/Rank LossR/Rank LossR/Rank LossR/Rank LossR/Rank LossR/Rank LossR/Rank LossR/Rank LossR/Rank

us 80.9% 73.9% 73.0% 57.8% 62.9% 59.3% 59.3% 64.6% 69.5% 55.7% 65.7%
Illinois 96.6% 34 63.5% 18 81.8% 35 55.8% 24 54.6% 20 73.7% 39 86.7% 45 99.9% 49 108.9% 48 84.1% 45 80.6% 43
Indiana 29.2% 4 481% 13 30.2% 8 253% 9 55.8% 21 57.1% 29 195% 6 35.6% 10 17.1% 5 39.1% 17 35.7% 4
Michigan 29.3% 5 47.7% 11 43.4% 14 32.0% 12 38.1% 7 26.4% 4 59.6% 33 60.9% 37 57.7% 33 63.6% 38 458% 15
Minnesota 32.4% 6 43.0% 10 61.5% 20 -89% 2 70.0% 31 278% 5 38.3% 13 32.8% 7 38.3% 18 50.3% 27 38.6% 8
New Y ork 35.8% 7 76.7% 31 785% 34 21.9% 8 495% 16 46.7% 15 73.3% 37 95.0% 47 144.7% 49 77.4% 44 745% 37
Ohio 104.3% 38 100.5% 43 92.0% 39 86.1% 38 79.3% 36 75.4% 41 50.0% 23 78.1% 44 63.9% 35 54.6% 33 78.4% 41
Pennsylvania 109.6% 43 120.0% 48 75.7% 30 70.7% 30 67.2% 30 56.9% 28 35.0% 9 51.6% 24 23.0% 6 102.2% 49 71.2% 32
Wisconsin 15.9% 1 295% 4 13.9% 3 -72% 3 13.0% 2 459% 14 19.0% 5 27.1% 5 45.6% 25 48.9% 26 25.2% 2

Exhibit 2(d)

Return on Net Worth (RONW) - Medical M alpractice with Rank of State (lowest RONW to highest)

1991 — 2000

YEAR 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 Average
RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank

us 5.4% 51% 7.6% 12.6% 12.6% 12.7% 13.7% 15.3% 15.5% 15.9% 11.6%
lllinois 3.1% 18 11.3% 41 57% 21 12.9% 27 18.2% 43 7.6% 18 54% 15 3.6% 7 5.5% 6 31% 11 7.6% 17
Indiana 17.7% 41 47% 29 14.8% 40 11.2% 26 11.2% 26 9.1% 21 23.3% 40 235% 40 31.1% 41 25.6% 38 17.2% 38
Michigan 19.3% 44 10.9% 40 15.4% 41 19.5% 42 20.4% 46 23.5% 48 13.8% 26 189% 31 22.1% 30 12.0% 17 17.6% 39
Minnesota 19.8% 45 9.9% 39 10.3% 30 35.9% 51 9.2% 24 28.2% 51 24.1% 41 321% 48 33.6% 44 17.8% 24 221% 46
New York 17.1% 40 7.4% 33 9.7% 29 20.7% 46 18.8% 45 19.9% 42 14.4% 29 13.8% 18 4.0% 5 13.3% 18 13.9% 30
Ohio -4.6% 10 -23% 15 -4.3% 9 47% 16 6.8% 19 6.5% 15 19.7% 36 124% 14 21.9% 28 13.4% 19 74% 16
Pennsylvania -2.6% 15 -6.9% 7 49% 19 84% 23 72% 20 10.5% 25 30.1% 47 203% 34 44.7% 49 -7.5% 4 10.9% 23
Wisconsin 17.9% 42 12.0% 43 18.9% 45 28.3% 49 25.1% 48 19.4% 41 28.0% 45 30.0% 47 25.0% 35 18.4% 26 22.3% 47

Loss Ratio and Return on Net Worth Data from NAIC Report on Profitability By-line By-State 2000
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V. OTHER COMMERCIAL LIABILITY INSURANCE

Other commercial liability insurance is a catchall category containing many lines of commercial
liability insurance. For reporting purposes through 1990, this category included all types of
commercial liability insurance except medical malpracticeliability. Specificaly, other commercid
liability included municipal, liquor and product liability through 1990. In 1991, changesininsurers
annual financia statements required separate reporting of the product liability insurance. Other
commercia liability also includes liability coverage's such as general, directors and officers,
manufacturers and contractors, errors and omissions, environmental impairment, protective, legal
and contractual.

Exhibit 3(a) examines the structure of the top eight insurers in the commercial liability insurance
market over the years since 1991.

Market Performance

Exhibit 3(c) gives 10 years of lossratios cal culated by the NAIC and national rankings (highest being
1) for the Great Lakes states. Exhibit E-2 provides the same information for all states and the
District of Columbia. The statesare ranked in order from lowest-to-highest lossratio. Thus, alower
loss ratio implies a higher ranking, which reflects favorable conditions for insurers.

Exhibit 3(c) begins four years after the hard underwriting cycle of 1985 to 1987. Thelossratiosin
theearly 1990svaried in avery profitablerangethrough 1993. Thelossratio peakedin 1994 ending
the last hard market.

Exhibit 3(c) reveals that the statewide loss ratios in Michigan have tended to follow national loss
ratios over the 10 years presented, averaging 68.9% in Michigan and 71.7% nationally. Michigan
loss ratios for other commercial liability insurance in 1996 and 1997 were 47% and 34%,
respectively, indicating high profitability. In 2000, the loss ratio in Michigan was 76.2%, dlightly
above the 10-year average. Likewise, the 2000 national loss ratio registered 75.9%, just above the
10-year average.

Over the past 10 years, the Michigan lossratio has tended to be near the median of the Great Lakes
states and dlightly above the national median. Thus, based on the evidence in Exhibit 3(c) for 1991
to 2000, insurers profitability in Michigan does not appear to be out of linerelativeto therest of the
nation or comparable states.

Exhibit 3(d) displays for other commercial liability, RONW for the Great Lakes states since 1991
based on NAIC calculations. Exhibit F-2 providesthe sameinformation for al states. The statesare
ranked in order from lowest to the highest RONW. Thus, alower RONW implies a higher ranking
among the states, which is favorable to purchasers and unfavorable to insurers (the opposite
perspective of thelossratio ranks because of the nature of the calculation). The narrative part of the
Exhibit summarizes how the NAIC calculates the RONW data.

Exhibit 3(d) shows the last 10 years beginning in 1991. Since 1991, the Michigan commercial
general liability insurance market profit has been near the average of the Great Lakes states, and
dlightly abovethe nationa average. Since 1991, theaverageinsurer RONW nationally was 8.9% and
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11.4% in Michigan. Michigan’'s average rank, at 16th, is relatively favorable to purchasers.

The 1994 data showed a loss in the other commercia liability insurance lines in Michigan.
Profitability has since rebounded to new heights. For the period covered by the data, the insurance
market has continued to be soft since 1994. The data for 1995 through 1997 indicate arebound in
insurers’ profitability. The 2000 RONW data show a dlight recovery in insurer profits.

Exhibit 3(a)

Rank, M arket Shares and Concentration of the Admitted
Other Commercial Liability Insurance M ar ket

1991-1993

Written Market Sum of
Premiums Shares Shares

Year Rank Carrier Name ($1,000's) % %
1991 1. National Union Fire Ins Co of Pit 64.655 12.58 12.58
2. Insurance Co of North America 26.425 5.14 17.72
3. Aetna Casualtv and Suretv Co 24,106 4.69 2241
4. Federal Insurance Companv 24,041 4.68 27.09
5. Hartford Fire Insurance Co 13.890 2.70 29.79
6. North Pointe Insurance Co 13.480 2.62 3241
7. Auto-Owners Insurance Companv 12.975 2.52 34.93
8. Michigan Mutual Insurance Co 12.167 2.37 37.30
1992 1. National Union Fire Ins Co of Pit 78.695 15.30 15.30
2. Insurance Co of North America 38.128 7.41 22.71
3. Federal Insurance Companv 26.738 5.20 27.91
4, Aetna Casualty and Suretv Co 22,701 4.41 32.32
5. North Pointe Insurance Co 13.757 2.67 34.99
6. Auto-Owners Insurance Companv 13.355 2.60 37.59
7. Home Insurance Companv 11.311 2.20 39.79
8. Citizens Ins Co of America 10.640 2.07 41.86
1993 1. National Union Fire Ins Co of Pit 52.873 11.07 11.07
2. Federal Insurance Companv 27.615 5.78 16.85
3. Aetna Casualty and Suretv Co 20.019 4.19 21.04
4. Continental Insurance Companv 14,773 3.09 24.14
5. Auto-Owners Insurance Companv 13.658 2.86 27.00
6. North Pointe Insurance Co 13.612 2.85 29.85
7. Home Insurance Companv 13.040 2.73 32.58
8. Continental Casualty Companv 10.773 2.26 34.83
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Exhibit 3(a)

Rank, Market Shares and Concentration of the Admitted

Other Commercial Liability I|nsurance M arket

1994-1998

Year Rank Carrier Name

1994

1995

1996

1997

1998

NGO RAWDNE

ONOUAWNE ONOURMWNE 0O~NOUAWNER

ONOUAWNE

. Nationa Union Fire Ins Co of Pit
. Insurance Co of North America

Federal Insurance Companv

. Aetna Casualtv and Suretv Co

. Continental Insurance Companv

. Continental Casualty Companv

. North Pointe Insurance Co

. Auto-Owners I nsurance Companv

. Nationa Union Fire Ins Co of Pit
. Dorinco Reinsurance Companv
. Centurv Indemnitv Companv

Federal Insurance Companv

. Aetna Casualtv and Suretv Co

. Continental Insurance Companv

. Continental Casualty Company

. Auto-Owners Insurance Companv

. Nationa Union Fire Ins Co of Pit
. Dorinco Reinsurance Companv
. Insurance Co of North America

Federal Insurance Companv

. Zurich Insurance Co US Branch

. Continental Insurance Companv

. Citizens Insurance Co of America
. Continental Casualtv Companv

Federal Insurance Companv

. National Union Fire Ins Co of Pit
. Insurance Co of North America

. Zurich Insurance Co US Branch

. Continental Casualtv Companv

. Citizens Insurance Co of America
. Continental Insurance Companv

. North Pointe Insurance Companv

National Union Fire Ins Co of Pit
Federal Insurance Companv
Zurich American Insurance Co
Citizens Insurance Co of America
Continental Insurance Companv
Auto-Owners Insurance Companv
Dorinco Reinsurance Companv
North Pointe Insurance Co
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Written
Premiums

($1,000's)

74.700
46.569
28.883
22913
16.102
13.949
13.853
13.800

81.946
39.181
30.754
29.852
21.275
16.161
13,761
13.568

49.114
44.435
40.516
31.905
17.296
15.391
14.113
13.740

36.258
30.720
26.368
21.260
15.309
14.609
14.583
13.574

43.779
37.314
18.509
15.446
14.155
13.386
12.313
11.961

Market
Shares
%

13.36
8.33
517
4.10
2.88
2.49
2.48
247

14.29
6.83
5.36
521
3.71
2.82
2.40
2.37

8.50
7.69
7.01
5.52
2.99
2.66
244
2.38

7.15
6.06
5.20
4.19
3.02
2.88
2.88
2.68

8.66
7.38
3.66
3.06
2.80
2.65
2.44
2.37

Sum of
Shares
%

13.36
21.69
26.85
30.95
33.83
36.32
38.80
41.27

14.29
21.13
26.49
31.70
35.41
38.23
40.63
43.00

8.50
16.19
23.20
28.72
3171
34.37
36.81
39.19

7.15
13.21
18.42
22.61
25.63
28.51
31.39
34.07

8.66
16.05
19.71
22.76
25.57
28.21
30.65
33.02



Exhibit 3(a)

Rank, Market Shares and Concentration of the Admitted
Other Commercial Liability |nsurance M arket

1999-2000
Written Market Sum of
Premiums Shares Shares

Year Rank Carrier Name ($1,000's) % %
1999 1. Dorinco Rein Co 93.657 15.55 15.55

2. National Union Fire Ins Co of Pit 38.271 6.35 21.90

3. Federal InsCo 31.458 5.22 27.13

4. American Home Assur Co 21.268 3.53 30.66

5. Continental Ins Co 17.566 2.92 33.57

6. Zurich American Ins Co 17.207 2.86 36.43

7. Citizens Ins Co of Amer 16.501 2.74 39.17

8. Continental Cas Co 14.083 2.34 41.51
2000 1. Federal Insurance Co 32.196 6.20 6.20

2. National Union Fire Ins Co of Pitts 26.228 5.05 11.26

3. Zurich American Insur Co 25.952 5.00 16.26

4. American Home Assur Co 22.982 4.43 20.69

5. Citizens Insurance Co of America 17.363 3.35 24.03

6. Auto-Owners Insurance Co 15.842 3.05 27.08

7. Continental Casualty Co 12.185 2.35 29.43

8. Cincinnati Insurance Co 11,874 2.29 31.72

Source of Data: National Association of Insurance Commissioners Byline Statistics from Insurer Reports
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YEAR

us

Illinois
Indiana
Michigan
Minnesota
New York
Ohio
Pennsylvania
Wisconsin

YEAR

us

Illinois
Indiana
Michigan
Minnesota
New York
Ohio
Pennsylvania
Wisconsin

Exhibit 3(c)

L oss Ratios - Other Liability with Rank of State (lowest L /R to highest)
1991 - 2000

2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 Average
LossR/Rank  LossR/Rank LossR/Rank LossR/Rank LossR/Rank LossR/Rank LossR/Rank LossR/Rank LossR/Rank LossR/Rank LossR/Rank

75.9% 69.9% 71.0% 62.1% 71.7% 80.6% 71.1% 77.1% 73.0% 64.6% 71.7%

72.0% 30 76.5% 36 86.7% 45 53.0% 27 61.7% 33 98.8% 45 82.7% 46 106.7% 48 50.8% 28 84.4% 45 77.3% 40
51.9% 13 53.7% 20 20.1% 85.0% 47 483% 18 75.7% 38 61.9% 35 60.6% 29 61.5% 38 44.2% 19 56.3% 24
76.2% 34 91.3% 45 80.6% 37 33.7% 12 46.7% 16 73.0% 34 99.6% 49 70.8% 38 64.6% 39 524% 31 68.9% 35
56.3% 17 69.1% 33 54.8% 24 548% 31 51.3% 21 61.7% 21 58.4% 28 41.5% 13 43% 17 431% 18 53.5% 20
81.4% 39 723% 35 91.6% 48 101.6% 50 106.8% 50 1025% 46 97.8% 48 86.7% 43 94.6% 49 76.3% 41 91.2% 46
124.0% 48 79.5% 38 47.6% 15 56.4% 33 87.4% 47 71.5% 33 70.6% 39 69.2% 37 43.7% 14 49.0% 26 69.9% 37
117.6% 47 110.7% 48 554% 26 117.0% 51 843% 45 109.0% 48 107.0% 51 91.0% 45 74.3% 43 65.6% 39 93.2% 47
70.9% 29 48% 12 49.4% 20 41.4% 20 2.1% 3 64.3% 23 54.0% 22 55.9% 24 471% 22 51.1% 29 50.8% 16

N

Exhibit 3(d)

Return on Net Worth (RONW) - Other Liability with Rank of State (lowest RONW to highest)
1991 - 2000

2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 Average
RONW/Rank RONW/Rank ~ RONW/Rank RONW/Rank RONW/Rank ~ RONW/Rank  RONW/Rank RONW/Rank RONW/Rank  RONW/Rank ~ RONW/Rank

8.9% 8.0% 9.7% 12.1% 8.6% 2.6% 6.3% 6.4% 8.3% 10.3% 8.1%

11.6% 30 85%n 24 57% 11 159% 26 116% 21 -1.8% 9 34% 11 -2.8% 7 203% 34 -05% 9 7.2% 8
143% 35 134% 39 229% 48 73% 10 16.7% 35 39% 15 118% 25 145% 28 150% 20 21.0% 32 141% 24
12.3% 32 44% 13 104% 23 220% 39 18.6% 40 84% 28 -14% 3 79% 15 155% 23 155% 22 114% 16
12.7% 34 81% 23 122% 9 157% 25 146% 28 80% 27 108% 22 231% 42 23.0% 43 224% 37 151% 28

8.4% 23 85%n 24 55% 10 3.0% 3 1.0% 3 05% 12 -0.8% 4 51% 11 1.4% 4 6.3% 11 3.8% 4
29% 5 59% 17 16.6% 42 12.6% 16 4.4% 8 17.7% 26 72% 14 108% 19 229% 42 199% 30 105% 14
21% 9 -04% 5 131% 29 0.5% 1 4.8% 9 -3.6% 5 -10.7% 1 -1.1% 8 6.8% 8 106% 13 2.2% 2

78% 22 123% 33 154% 34 16.1% 27 21.8% 45 9.7% 30 136% 31 158% 30 192% 31 161% 23 148% 26

Loss Ratio and Return on Net Worth Data from NAIC Report on Profitability By-line By State 2000
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Evaluation of Competition

Based on the evidence, it is concluded that the market for other commercial liability insurance is
reasonably competitive. The hard phase of the underwriting cycle in 1985 to 1987 caused higher
premium rates and hampered availability through more restrictive underwriting practices that
negatively affected certain businesses. However, since 1987, with theturnaround in the underwriting
cycle, OFIS has observed an unprecedented period of soft markets and a more muted underwriting
cycle. Competition hasrestrained premium levelsand fostered availability though insurer profitsfell
in 1992 and 1993. Insurer profitsrosefrom 1994 to 1997 and, asinsurer reserves and surplusgrew,
availability, as measured by surplus lines share, improved. As noted above, the 2000 data indicate
price competition continues, but the unusually low premiums may be squeezing insurer profits.

The above reported results indicate that soft markets continue through the end of 2000. The above
average lossratios of the past three yearsindicate that insurers are competitive. On the other hand,
rising loss ratios have caused some insurers to worry about the adequacy of their reserves. This
means that markets may be nearing an end to declining rates with property and casualty insurance
premiums probably leveling off in 2001.

Preliminary indications are that 2000 was agood year for buyers of commercial lines of insurance.
Business experienced small declinesin their insurance premiums. Declinesin insurer rate levels,
however, may be threatening profitability. It isconcluded that this market remained competitivein
2000.

Asnoted earlier, the data analyzed in this report covers the year 2000. It isappropriate to note that
based on anecdotal reports, premium rates were beginning to increase in 2001, possibly signifying
the onset of ahardening of the market. It isalso possible that such increasesin premium rateswere
to be expected after the extended period of falling rates coupled with weakening profits. Inaddition,
the terrorist attacks of September 11, 2001 undoubtedly have caused insurance companies to raise
premiums to offset the higher charges from their reinsurers.
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YEAR

us

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Dist of Colombia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
lowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi

2000

LossR/Rank

80.9%

52.1%
22.0%
80.0%
100.5%
45.8%
43.2%
156.5%
58.6%
71.9%
125.1%
106.6%
46.2%
71.4%

96.6%
29.2%
53.8%
54.1%
153.8%
44.9%
71.9%
100.7%
154.5%
29.3%
32.4%
129.1%

14

29
35
12

©

18
25
43
39
13
24

I

15
16
46
10
25
36
a7

Roa

L oss Ratios - M edical M alpractice with Rank of State (from lowest to highest)

Exhibit E-1

1999

LossR/Rank

73.9%

35.6%
115.9%
71.1%
58.9%
42.0%
50.9%
124.2%
-184.9%
68.1%
84.8%
89.0%
115.4%
-189.8%

63.5%
48.1%
65.6%
66.2%
66.7%
33.6%
66.9%
83.0%
81.8%
47.4%
43.0%
138.4%

7
47
29
15

8
14
49

46
1

18
13
21
22
23

5
24
35
33
1
10
51

1998

73.0%

39.9%
16.7%
99.4%
98.6%
41.3%
51.1%
156.2%
16.4%
103.0%
89.0%
71.0%
73.3%
330.0%

81.8%
30.2%
32.2%
50.8%
75.9%
52.1%
19.4%
111.2%
86.3%
43.4%
61.5%
68.3%

5
42
41
13
16
50

N

38
25
28
51

35

15
31
17

47
37
14
20
23

1997

57.8%

-41.8%
10.2%
73.5%

143.4%
44.3%
29.6%
66.3%
32.5%
37.9%
98.2%
72.9%

8.8%
62.1%

55.8%
25.3%
101.8%
49.9%
84.5%
28.2%
-4.1%
77.7%
95.0%
32.0%
-8.9%
145.0%

1

32
50
18
11
29
13
14
46
31

5
28

24

9
48
23
37
10

4
35
44
12

2
51

LossR/Rank LossR/Rank LossR/Rank

1991 - 2000

1996 1995
LossR/Rank

62.9% 59.3%
48.5% 14 58.0% 30
34.7% 5 453% 11
75.6% 34 37.2% 6
102.0% 49 77.5% 43
45.0% 11 415% 8
45.8% 12 52.6% 22
57.6% 22 49.4% 17
98.9% 47 212% 2
94.6% 46 104.3% 51
70.8% 32  86.2% 47
51.1% 18 47.2% 16
58.9% 24  62.2% 32
24.9% 3  73.7% 39
54.6% 20  73.7% 39
55.8% 21 57.1% 29
435% 9 622% 32
50.2% 17 55.8% 27
107.5% 51 99.2% 49
47.7% 13 62.9% 34
48.8% 15 245% 3
76.9% 35 54.9% 24
61.8% 25 50.0% 18
381% 7 264% 4
70.0% 31 278% 5
100.8% 48 76.7% 42

1994

59.3%

54.9%
39.9%
47.9%
39.0%
37.5%
77.1%
52.4%
-33.3%
36.4%
76.4%
57.0%
92.2%
37.8%

86.7%
19.5%

7.0%
65.8%
54.9%
28.3%
22.1%
70.6%

6.5%
59.6%
38.3%
97.9%

LossR/Rank

26
17
22
14
11
41
24

10

31
47
12

45

35
26

36

2
33
13
49

1993

64.6%

59.0%
47.2%
52.7%
66.0%
38.1%
48.6%
50.2%
51.5%
70.8%
54.6%
41.6%
86.6%
36.4%

99.9%
35.6%
60.5%
55.6%
101.1%
32.7%
50.6%
45.4%
22.1%
60.9%
32.8%
33.5%

Source of Data: NAIC Report on Profitability By-line By State 2000
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LossR/Rank

33
19
25
38
12
20
21
23
42
28
13
46
11

49
10
36
30
51

22
17

37

1992

69.5%

27.4%
28.9%
35.4%
50.2%
39.8%
36.2%
53.3%
27.5%
172.1%
64.7%
44.2%
-39.1%
46.5%

108.9%
17.1%
36.8%
26.7%
72.3%
37.2%
70.8%
50.8%
11.8%
57.7%
38.3%
44.1%

LossR/Rank

8
10
13
28
21
14
31

9
50
36
24

1
26

48

5
15

7
42
16
41
29

4
33
18
23

1991

55.7%

24.1%
19.0%
50.5%
55.9%
9.0%
36.6%
33.3%
97.5%
104.7%
45.4%
44.5%
69.2%
1.7%

84.1%
39.1%
38.5%

4.8%
52.8%
45.9%
69.4%
34.2%
77.3%
63.6%
50.3%
40.1%

LossR/Rank

28
35

15
13
47
50
23
22
41

45
17
16

32
24
42
14

38
27
20

Average
LossR/Rank

65.7%

36.8%
38.0%
62.3%
79.2%
38.4%
47.2%
74.9%
18.6%
86.4%
79.5%
62.5%
57.4%
49.5%

80.6%
35.7%
50.2%
48.0%
86.9%
41.4%
44.0%
70.5%
64.7%
45.8%
38.6%
87.4%

26
42

16
38

47

27

22
18

N

19
17
46

12
31
29
15

[ee]



YEAR

Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

2000
LossR/Rank

69.4%
166.0%
54.3%
84.8%
143.6%
45.2%
67.8%
35.8%
92.0%
62.1%
104.3%
75.4%
82.8%
109.6%
119.2%
67.7%
19.0%
180.2%
103.6%
75.1%
38.9%
59.7%
78.9%
85.6%
15.9%
120.8%

23
49
17
31
45
11
22

7
33
20
38
27
30
40
41
21

2
50
37
26

8
19
28
32

1
42

Exhibit E-1

L oss Ratios - M edical M alpractice with Rank of State (from lowest to highest)

1999

72.5%
82.0%
63.7%
127.2%
67.2%
34.7%
98.7%
76.7%
96.8%
95.5%
100.5%
59.5%
67.3%
120.0%
95.5%
64.9%
42.5%
109.6%
115.3%
6.7%
47.5%
69.4%
79.5%
93.7%
29.5%
60.4%

LossR/Rank

30
34
19
50
25

6
42
31
41
39
43
16
26
48
40
20

9
a4
45

3
12
28
32
38

4
17

1998

LossR/Rank

59.6%
72.7%
28.4%
108.3%
34.6%
55.2%
112.7%
78.5%
81.9%
-139.3%
92.0%
72.3%
75.4%
75.7%
69.5%
108.1%
-3.5%
39.9%
100.9%
150.1%
63.8%
76.8%
64.5%
76.0%
13.9%
98.0%

19
27

7
46
10
18
48
34
36

1
39
26
29
30
24
45

2
11
43
49
21
33
22
32

3
40

1997

LossR/Rank  LossR/Rank

48.4%
60.0%
40.2%
119.2%
49.6%
60.8%
91.5%
21.9%
95.6%
46.0%
86.1%
20.0%
39.6%
70.7%
77.0%
45.9%
86.6%
98.4%
73.6%
92.3%
38.9%
61.8%
79.6%
92.8%
-1.2%
91.0%

21
25
17
49
22
26
41

8
45
20
38

7
16
30
34
19
39
47
33
42
15
27
36

8w d

1991-2000
1996 1995
LossR/Rank

92.4% 44 50.9%
90.9% 43 51.4%
39.4% 8 45.8%
94.1% 45 55.6%
352% 6 61.6%
105.3% 50 79.9%
89.4% 42 101.6%
49.5% 16 46.7%
585% 23  64.2%
-6.9% 1 52.8%
79.3% 36 75.4%
85.7% 39  72.0%
65.7% 28 42.4%
67.2% 30  56.9%
88.1% 40  68.9%
533% 19  37.9%
75.3% 33 42.4%
65.6% 27 55.0%
81.7% 37 85.6%
89.1% 41 81.6%
62.5% 26 16.7%
44.4% 10 50.6%
66.6% 29  45.8%
83.8% 38  88.3%
13.0% 2 45.9%
3B9% 4 641%

48

35

1994
LossR/Rank

54.7%
42.2%
46.8%
83.8%
88.5%
75.6%
80.1%
73.3%
75.8%
138.7%
50.0%
56.3%
39.3%
35.0%
39.0%
57.3%
41.4%
55.2%
93.5%
81.3%
17.6%
46.2%
61.3%
123.7%
19.0%
54.9%

25
19
21

46
38
42
37
39
51
23
30
16

14
32
18

25583

20

50

26

1993

LossR/Rank

54.6%
53.5%
43.4%
97.7%
55.9%
80.6%
59.9%
95.0%
70.1%
0.3%
78.1%
46.8%
-0.5%
51.6%
43.2%
9.7%
69.8%
44.3%
100.4%
71.5%
35.3%
59.7%
57.2%
70.0%
27.1%
53.1%

Source of Data: NAIC Report on Profitability By-line By State 2000

-20-

28
27
15
438
31
45
35
47
41

2
a4
18

1
24
14

3
39
16
50

1992

LossR/Rank

51.3%
72.8%
30.0%
37.6%
8.2%
90.3%
67.6%
144.7%
66.4%
69.2%
63.9%
188.5%
60.5%
23.0%
32.2%
0.5%
47.7%
39.6%
85.4%
68.0%
74.6%
42.5%
56.5%
84.0%
45.6%
38.4%

30
43
11
17

3
47
38
49
37
40
35
51
34

6
12

2
27
20
46
39
a4
22
32
45
25
19

1991
LossR/Rank

52.3%
39.6%
39.4%
52.0%
51.0%
90.6%
68.6%
77.4%
61.4%
28.9%
54.6%
44.2%
-31.6%
102.2%
11.8%
67.4%
17.8%
24.7%
98.5%
55.2%
32.9%
46.2%
22.3%
111.0%
48.9%
61.6%

31
19
18
30
29
46
40

36
11
33
21
49

39

KR&EB o

25

51
26
37

Average

LossR/Rank

60.6%
73.1%
43.1%
86.0%
59.5%
71.8%
83.8%
74.5%
76.3%
34.7%
78.4%
72.1%
44.1%
71.2%
64.4%
51.3%
43.9%
71.3%
93.9%
77.1%
42.9%
55.7%
61.2%
90.9%
25.2%
67.6%

24
36
11
46
23
34
45
37
39

3
41
35
14
32
28
20
14
33
50
40
10
21
25
49

2
30



YEAR

us

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Dist of Colombia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
lowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi

2000

75.9%

70.5%
31.1%

102.3%
-141.1%

80.0%
56.2%
53.8%

145.4%

72.4%
66.9%
61.4%
96.7%
67.1%
72.0%
51.9%
60.1%
45.2%
53.0%
75.4%
29.5%
60.0%
44.2%
76.2%
56.3%
25.4%

Exhibit E-2

L oss Ratios - Other Commercial Liability with Rank of State (from lowest to highest)

LossR/Rank

28

7
45

1
37
16
15
50
31
25
22
a4
26
30
13
20
12
14
33

6
19
11
34
17

1999

69.9%

122.5%
68.7%
85.5%

185.6%
67.0%
64.7%
95.8%
82.3%
39.4%
67.2%
79.3%
46.8%
50.6%
76.5%
53.7%
43.7%
56.1%
54.6%
83.5%

-12.2%
58.8%
26.7%
91.3%
69.1%
91.2%

LossR/Rank

49
32
41
51
30
29
46
39

31
37
14
17
36
20
10
22
21
40

24

5
45
33
a4

1998

LossR/Rank

71.0%

81.2%
52.0%
61.1%
43.2%
82.4%
54.3%
55.8%
74.5%
56.0%
52.8%
47.6%
38.9%
35.2%
86.7%
20.1%
42.9%
84.8%
34.8%
85.6%
48.2%
45.9%
102.5%
80.6%
54.8%
80.7%

39
21
31
11
41
23
27
36
28
22
15

45

10
43

19
12
49
37
24
38

1991 - 2000

1997 1996 1995
LossR/Rank LossR/Rank  LossR/Rank
62.1% 71.7% 80.6%
80.8% 44 57.0% 29 68.4%
30.6% 10 121% 1 48.9%
65.9% 40 75.9% 42 63.4%
52.8% 26 54.1% 26 60.1%
70.6% 43 78.0% 43 95.3%
-66.6% 1 146.4% 51 68.9%
59.3% 36 97.1% 49 97.8%
68.6% 41 39.0% 9 128.1%
57.7% 35 31.9% 5 47.6%
63.0% 37 69.6% 36 67.3%
63.8% 38 52.2% 22 68.7%
41.1% 19 55.4% 27 46.7%
40.2% 17 50.9% 20 130.8%
53.0% 27 61.7% 33 98.8%
85.0% 47 48.3% 18 75.7%
39.9% 16 31.5% 4 36.9%
281% 6 41.5% 12 55.1%
69.1% 42 75.7% 41 69.1%
87.4% 49 87.0% 46 84.7%
34.4% 14 36.9% 7 75.2%
289% 8 61.7% 33 54.8%
33.7% 12 59.8% 31 56.7%
33.7% 12 46.7% 16 73.0%
54.8% 31 51.3% 21 61.7%
64.5% 39 71.9% 39 68.8%

27

22
20
43
30
a4
50

7
26
28

51
45
38

16
31
41
37
14
18
34
21
29

1994

LossR/Rank

71.1%

57.6%
51.6%
59.4%
38.5%
78.8%
49.4%
56.1%
102.7%
35.4%
61.7%
49.1%
39.3%
67.9%
82.7%
61.9%
50.3%
59.4%
38.2%
60.9%
42.6%
49.1%
54.0%
99.6%
58.4%
80.7%

27
21
29

9
44
19
24
50

(&3]

34
17
10
36
46
35
20
29

31
12
17
22
49
28
45

1993

LossR/Rank

77.1%

52.7%
66.9%
77.8%
61.9%
130.5%
58.3%
79.2%
66.6%
53.3%
60.7%
48.8%
32.4%
80.6%
106.7%
60.6%
34.5%
49.3%
47.3%
62.9%
37.9%
58.5%
40.5%
70.8%
41.5%
50.2%

Source of Data: NAIC Report on Profitability By-line By State 2000

-21-

21
35
39
31
51
27
40

22
30
18

41

29

19
17
33
10
28
11
38
13
20

1992
LossR/Rank

73.0%

47.4%
43.7%
89.1%
48.4%
130.2%
52.3%
75.6%
40.5%
53.8%
77.4%
57.8%
36.4%
45.1%
50.8%
61.5%
42.3%
32.7%
50.1%
87.5%
44.6%
40.3%
43.9%
64.6%
44.3%
66.6%

1991

LossR/Rank
64.6%

23 59.4%
14 97.6%
48 92.8%
25 41.9%
51 76.3%
29 53.6%
45 72.4%
11 87.9%
33 36.4%
46 82.4%
35 56.0%
5 36.1%
19 35.2%
28 84.4%
38 44.2%
13 41.3%
3 49.1%
27 37.8%
47  116.6%
18 34.2%
10 35.1%
16 64.5%
39 52.4%
17 43.1%
40 47.4%

36
50
49
17
41
32
40
47

©

33

45
19
15
27
11
51

38
31
18
23

Average
LossR/Rank

71.7%

69.8%
50.3%
77.3%
44.5%
88.9%
53.8%
74.3%
83.6%
48.4%
66.9%
58.5%
47.0%
60.4%
77.3%
56.3%
42.3%
50.1%
53.0%
83.2%
37.1%
49.3%
52.7%
68.9%
53.5%
64.7%

36
15
40

45
22
38

11

26
10
28
40
24

14
19
43

12
18
35
20
32



YEAR

Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

2000

60.3%
36.4%
60.0%
116.1%
76.4%
84.6%
69.0%
81.4%
63.7%
23.9%
124.0%
72.9%
125.0%
117.6%
28.4%
66.8%
43.9%
80.1%
88.4%
57.0%
1.0%
89.6%
91.6%
78.0%
70.9%
44.1%

Exhibit E-2

L oss Ratios - Other Commercial Liability with Rank of State (from lowest to highest)

21

8
19
46
35
40
27
39
23

3
48
32
49
47

24

38

41

18

42

36

29
10

1999

61.6%
57.5%
51.9%
108.1%
48.6%
50.5%
13.3%
72.3%
24.6%
41.8%
79.5%
45.7%
86.2%
110.7%
52.0%
31.0%
18.9%
59.7%
61.5%
70.2%
44.3%
59.7%
88.1%
169.8%
44.8%
43.4%

LossR/Rank  LossR/Rank

28
23
18
47
15
16

2
35

4

8
38
13
42
48
19

6

3
25
27
34
11
26
43
50
12

9

1998

LossR/Rank

81.6%
47.7%
29.1%
90.9%
119.8%
111.6%
35.7%
91.6%
68.8%
22.3%
47.6%
83.2%
68.3%
55.4%
67.4%
55.1%
57.2%
46.6%
62.6%
21.1%
47.4%
47.6%
58.0%
90.9%
49.4%
-21.8%

40
18

5
46
51
50

8
48
35

4
15
42
34
26
33
25
29
13
32

3
14
15
30
46
20

1

1997

LossR/Rank

55.5%
-10.4%
20.9%
56.9%
41.4%
84.7%
17.2%
101.6%
34.5%
27.8%
56.4%
54.2%
43.3%
117.0%
81.2%
29.5%
32.6%
46.0%
54.2%
53.6%
85.6%
40.2%
51.2%
42.9%
41.4%
28.7%

32
2
4

34

20

46
3

50

15
5

33

29

23

51

45
9

11

24

29

28

48

17

25

22

20
7

1991 - 2000
1996 1995
LossR/Rank  LossR/Rank
59.2% 30 79.3% 39
53.6% 25 109.0% 48
41.4% 11 36.7% 1
53.0% 23 54.8% 14
69.7% 37 66.2% 25
74.4% 40 108.3% 47
59.9% 32 79.5% 40
106.8% 50 102.5% 46
46.1% 15 49.6% 9
216% 2 54.5% 12
87.4% 47 71.5% 33
69.8% 38 73.5% 35
55.7% 28 52.0% 10
84.3% 45 109.0% 48
50.6% 19 65.9% 24
62.5% 35 73.6% 36
36.1% 6 54.5% 12
389% 8 46.5% 5
95.5% 48 87.0% 42
41.6% 13 55.6% 17
80.6% 44 58.7% 19
46.7% 16 28% 4
45.4% 14 70.1% 32
53.5% 24 39.4% 3
291% 3 64.3% 23
39.2% 10 52.5% 11

1994

LossR/Rank

67.9%
60.9%
46.8%
60.9%
-3.3%
86.4%
71.6%
97.8%
42.8%
33.4%
70.6%
38.1%
46.6%
107.0%
45.8%
57.3%
37.3%
39.4%
68.8%
56.9%
74.4%
26.9%
73.2%
73.4%
54.0%
27.0%

36
31
16
31

1
47

40
48
13

4

39

7
15
51
14
26

6
1
38
25
43

2
41
42
22

3

1993

LossR/Rank

47.2%
103.4%
43.4%
56.8%
116.8%
62.4%
87.9%
86.7%
45.3%
37.0%
69.2%
68.0%
34.9%
91.0%
40.6%
80.7%
36.4%
32.4%
102.6%
28.1%
29.4%
28.3%
53.5%
106.7%
55.9%
57.6%

Source of Data: NAIC Report on Profitability By-line By State 2000

-22 -

16
47
14
25
50
32
44
43
15

9
37
36

7
45
12
42

8

4
46

1

23

24
26

1992

LossR/Rank

71.8%
52.6%
30.0%
29.6%
52.5%
75.4%
52.7%
94.6%
38.9%
40.8%
43.7%
48.1%
49.4%
74.3%
45.5%
39.4%
39.3%
34.2%
97.7%
60.0%
54.0%
38.2%
72.2%
58.5%
47.1%
46.9%

41
31

30

32
49

12
14
24
26
43
20

50
37

[«2)

42
36
22
21

1991

LossR/Rank

61.1%
25.8%
39.4%
41.8%
47.3%
59.3%
78.2%
76.3%
37.6%
21.8%
49.0%
57.8%
24.3%
65.6%
39.7%
52.1%
39.5%
20.8%
87.8%
49.9%
89.5%
47.5%
44.2%
47.5%
51.1%
46.5%

37

4
12
16
22
35
43
41
10

2
26
34

3
39
14
30
13

1
46
28
48
24
19
24
29
21

Average

LossR/Rank

64.6%
53.7%
40.0%
66.9%
63.5%
79.8%
56.5%
91.2%
45.2%
32.5%
69.9%
61.1%
58.6%
93.2%
51.7%
54.8%
39.6%
44.5%
80.6%
49.4%
56.5%
46.8%
64.8%
76.1%
50.8%
36.4%

31
21

5
34
30
41
25
46

37
29
27
47
17
23

42
13
25

33
39
16



YEAR

us

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Dist of Colombia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
lowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi

Exhibit F-1

Return on Net Worth - Medical M alpractice | nsurance with Rank of State (from lowest to highest)

2000

1999

1998

1997

1991 - 2000

1996

1995

RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank

4.8%

10.1%
20.4%
5.2%
-2.3%
13.7%
13.1%
-5.4%
11.7%
9.6%
-14.0%
-3.2%
11.8%
3.3%
3.1%
17.7%
14.2%
11.7%
-13.1%
9.9%
6.6%
-3.1%
-3.7%
19.3%
19.8%
-8.5%

5.1%

18.1%
-16.2%
4.3%
9.4%
8.8%
11.4%
2.0%
58.4%
8.1%
-2.8%
-0.6%
-16.6%
76.5%
11.3%
4.7%
5.7%
3.2%
2.3%
12.5%
3.2%
0.3%
4.7%
10.9%
9.9%
-8.0%

47

27
37
36
42
20
49
35
12
16

51
41
29
31
25
21
14
25
17
29
40
39

5

7.6%

17.9%
19.0%
-1.4%
0.7%
13.8%
12.2%
-4.5%
19.8%
-5.4%
-0.5%
6.7%
-4.7%
-68.4%
5.7%
14.8%
20.2%
9.0%
5.6%
9.5%
18.8%
-71.4%
9.3%
15.4%
10.3%
7.0%

43
46
12
16
38
37

47

14
23

=~

21
40
49
26
20
28

27
41
30
24

12.6%

22.5% 48
19.9% 45
4.7% 16
-13.8% 2
13.8% 30
20.9% 47
12.9% 27
16.5% 36
19.0% 41
51% 6
6.9% 21
19.7% 43
8.7% 24
12.9% 27
11.2% 26
-05% 8
10.2% 25
3.1% 14
17.7% 39
33.8% 50
1.2% 10
7.0% 22
19.5% 42
35.9% 51
-183% 1

12.6%

15.2%
13.9%

2.7%
-4.7%
11.6%
18.4%
13.7%

1.9%
-1.3%

7.7%
13.9%

3.5%
21.2%
18.2%
11.2%
17.4%
13.6%
-3.9%
11.3%
12.9%

8.5%
14.0%
20.4%

9.2%
-5.2%

40
35
14

28

o R ¥R

21
35
16
47

26
41
33

27
31
22
37
46
24

2

12.7%

16.3%
14.1%
12.4%
0.4%
12.9%
8.1%
17.9%
23.3%
-3.8%
-4.7%
14.6%
0.9%
-0.1%
7.6%
9.1%
13.3%
10.1%
-2.8%
2.1%
25.4%
7.1%
16.7%
23.5%
28.2%
2.8%

37
35
27

7
29
19
39
47

2
36

6
18
21
31
24

5
11
50
16
38
48
51
12

1994

RONWY/Rank

13.7%

16.0%
11.3%
13.8%
16.0%
15.0%
-3.6%
16.3%
53.7%
25.8%
-0.7%
12.9%
-8.8%
18.6%

5.4%
23.3%
35.8%

4.2%
13.9%
19.9%
29.4%

2.3%
34.1%
13.8%
24.1%
-9.8%

31
20
26
31
30

(o]

51

10
24

35
15
40
50
13
28
37
46
11
49
26
41

1993

1992

1991

Average

RONW/Rank RONW/Rank RONW/Rank RONW/Rank

15.3%

16.4%

3.0%
14.5%

7.0%
15.1%
13.4%
23.6%
15.5%
17.0%
15.4%
23.2%
-9.1%
14.8%

3.6%
23.5%
16.9%
11.3%
-0.1%
22.8%
19.0%
14.2%
28.3%
18.9%
32.1%
26.2%

Source of Data: NAIC Report on Profitability By-line By State 2000

-23-

27

22

24
16
41
26
29
25
39

23

40
28
12

38
32
20
46
31
48
14

15.5%

31.1%
16.0%
19.2%
15.2%
15.9%
26.1%
22.0%
30.0%
-26.3%
14.7%
25.8%
54.5%
8.4%
5.5%
31.1%
31.8%
35.1%
13.6%
20.7%
14.0%
19.8%
34.5%
22.1%
33.6%
23.0%

a4

15.9%

37.2%
39.8%
14.6%
11.7%
37.7%
24.2%
29.6%
-6.9%
-21.2%
19.7%
19.0%
-1.2%
53.2%
3.1%
25.6%
25.5%
49.4%
15.1%
20.9%
5.3%
23.0%
0.5%
12.0%
17.8%
22.3%

47
21
16

35

= O

29
28

~

38
37
49
22
30

[ee]

17
24
33

11.6%

20.1%
12.1%
9.0%
4.0%
15.8%
14.4%
12.8%
22.4%
2.2%
3.0%
11.9%
5.0%
13.6%
7.6%
17.2%
18.0%
15.8%
3.4%
14.7%
16.8%
6.6%
14.5%
17.6%
22.1%
3.2%

26
20
10
36
31
28

N

25
12
29
17
38

36

33
37
14
32
39
46



YEAR

Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

Exhibit F-1

Return on Net Worth - Medical M alpractice | nsurance with Rank of State (from lowest to highest)
1991 - 2000

2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 Average
RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank  RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank

55% 22 72.5% 50 59.6% 19 48.4% 21 92.4% 44 50.9% 20 54.7% 25 54.6% 28 51.3% 30 52.3% 31 54.2% 50
-19.9% 2 1.8% 19 11.6% 35 14.5% 31 -58% 1 12.2% 26 20.1% 38 13.2% 15 72% 8 24.9% 36 8.0% 18
11.5% 33 6.7% 32 19.8% 47 15.4% 35 18.1% 42 13.6% 32 27.9% 44 25.5% 43 21.2% 27 35.9% 42 19.6% 42

4.8% 20 -83% 3 -0.7% 13 -93% 4 -3.8% 6 13.6% 32 -35% 9 -11.0% 1 27.8% 38 14.0% 20 24% 5
-11.9% 6 2.3% 21 17.8% 42 13.4% 29 25.2% 49 9.9% 23 -55% 6 14.0% 19 42.0% 48 18.1% 25 12.5% 27
18.4% 43 17.0% 46 14.3% 39 14.7% 32 4.9% 17 7.3% 17 8.2% 16 9.6% 11 18% 4 -20% 6 9.5% 21
15.1% 39 -25% 14 -122% 2 -6.0% 5 -1.6% 7 1.0% 9 5.7% 5 58% 8 -3.7% 3 17% 9 -08% 2
17.1% 40 7.4% 33 9.7% 29 20.7% 46 18.8% 45 19.9% 42 14.4% 29 13.8% 18 40% 5 13.3% 18 13.9% 30

0.4% 17 -4.1% 10 4.0% 18 1.2% 10 11.8% 30 8.4% 20 4.2% 13 11.9% 13 17.3% 20 7.8% 13 6.3% 13

10.0% 30 -48% 8 78.1% 51 16.6% 37 37.9% 51 20.0% 43 -219% 1 52.6% 51 18.2% 21 32.8% 41 24.0% 49
-4.6% 10 -2.3% 15 -43% 9 4.7% 16 6.8% 19 6.5% 15 19.7% 36 12.4% 14 21.9% 28 13.4% 19 7.4% 16
7.7% 27 7.4% 33 57% 21 19.7% 43 0.8% 10 4.7% 14 9.7% 18 182% 30 -463% 1 21.2% 31 4.9% 11
6.0% 24 9.8% 38 7.8% 25 14.9% 33 8.8% 23 20.4% 44 20.8% 39 45.0% 50 15.6% 17 65.9% 51 21.5% 45
-2.6% 15 -6.9% 7 4.9% 19 8.4% 23 7.2% 20 10.5% 25 30.1% 47 20.3% 34 44.7% 49 -715% 4 10.9% 23
-5.0% 9 -2.8% 12 11.5% 33 06% 9 -43% 4 56% 1 11.7% 21 23.9% 42 33.7% 45 39.6% 46 10.3% 22
5.8% 23 4.3% 27 -65% 5 14.9% 33 13.2% 32 22.9% 46 10.4% 19 34.5% 49 48.0% 50 8.4% 14 15.6% 35
26.4% 48 12.7% 45 31.3% 50 35% 15 2.9% 15 18.6% 40 24.3% 42 13.7% 17 224% 32 41.1% 48 19.7% 43
-234% 1 -43% 9 11.5% 33 15% 13 9.8% 25 13.8% 34 11.7% 21 19.7% 33 22.1% 30 22.2% 32 8.5% 19
-3.3% 12 -82% 4 -1.7% 11 6.7% 20 15% 11 -40% 3 “44% 7 29% 4 56% 7 -9.4% 2 -20% 1
10.3% 32 26.5% 48 -106% 3 14% 12 2.1% 13 3.5% 13 3.1% 12 9.0% 10 13.8% 13 9.4% 15 6.9% 15
20.2% 46 0.7% 18 12.0% 36 17.9% 40 14.0% 37 24.4% 49 31.9% 48 26.5% 45 10.6% 10 27.7% 39 18.6% 41
7.7% 27 2.5% 23 3.4% 17 6.3% 19 14.7% 39 12.8% 28 18.1% 34 14.2% 20 19.0% 22 18.9% 27 11.8% 24
6.1% 25 2.7% 24 10.3% 30 5.8% 18 11.6% 28 22.4% 45 12.5% 23 20.3% 34 19.7% 24 39.2% 45 151% 34
-54% 8 -76% 6 -2.5% 10 -33% 7 6.1% 18 9.7% 22 -155% 2 20.7% 37 12.4% 11 -86% 3 0.6% 3
17.9% 42 12.0% 43 18.9% 45 28.3% 49 25.1% 48 19.4% 41 28.0% 45 30.0% 47 25.0% 35 18.4% 26 22.3% 47
-16.4% 3 -3.1% 11 -05% 14 -118% 3 33.4% 50 1.1% 10 8.3% 17 51% 3 28.4% 39 2.0% 10 36% 9

Source of Data: NAIC Report on Profitability By-line By State 2000
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Exhibit F-2

Return on Net Worth - Other Commercial Liability | nsurance with Rank of State (from lowest to highest)

YEAR

us

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Dist of Colombia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
lowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi

2000

1999

1998

RONW/Rank RONW/Rank RONW/Rank

11.2%

6.4%
16.5%
-2.1%
68.9%
3.5%
11.3%
15.8%
-12.0%
9.6%
9.8%
12.2%
-0.1%
7.3%
11.6%
14.3%
11.3%
30.0%
15.0%
6.8%
22.0%
10.7%
21.9%
12.3%
12.7%
22.1%

16
39

6
49
12
29
38

25
26
31

7

30
35
29
47
36
17
43
27
42
32

8.0%

-8.9%
6.4%
1.0%

-38.6%
5.7%
7.2%
5.8%
7.0%

20.3%
6.7%
3.7%

10.6%

12.7%
8.5%

13.4%

15.9%
4.7%
9.9%
1.9%

32.8%
9.7%

17.4%
4.4%
8.1%
1.7%

4
16

13
19
14
18
41
17
10
28
31
22
32
37
12
25

©

24
38
1
21

8

9.7%

3.0%
12.2%
10.3%
18.0%

3.1%
12.7%
16.2%

9.9%

6.3%
14.4%
15.3%
16.2%
16.5%

5.7%
22.9%
15.8%

2.0%
18.0%

4.1%
14.9%
15.4%

1.4%
10.4%
12.2%

4.6%

7
23
20

[ee]

27
39

1997

RONW/Rank

12.1%

1.9%
21.0%

7.2%
14.3%

6.4%
52.0%
14.6%

5.9%
13.4%
98.0%
90.0%
14.0%
18.3%
15.9%

7.3%
18.7%
16.5%

8.1%

3.8%
18.9%
23.0%
19.6%
22.0%
15.7%
10.9%

2

5
35
42
36

1991 - 2000

1996 1995
RONW/Rank  RONW/Rank

8.6% 2.6%
12.1% 22 6.0% 21
30.7% 50 13.9% 42
27% 6 6.9% 24
16.3% 33 9.9% 31
4.0% 7 -35% 6
-158% 1 4.9% 18
-14% 2 -0.3% 11
21.8% 45 -159% 2
23.3% 47 14.4% 44
75% 14 7.3% 25
13.9% 25 4.5% 16
11.0% 18 13.6% 41
194% 41 -214% 1
11.6% 21 -1.8% 9
16.7% 35 3.9% 15
24.2% 48 21.6% 49
17.6% 38 10.5% 33
5.6% 12 6.4% 22
26% 5 -33% 8
20.9% 44 35% 14
9.6% 16 15.2% 45
12.9% 24 11.8% 34
18.6% 40 8.4% 28
14.6% 28 8.0% 27
7.1% 13 6.6% 23

1994

RONWY/Rank

6.3%

12.7%

9.8%
13.6%
22.5%

2.4%
12.9%
11.5%
-2.5%
16.0%
10.5%
15.1%
16.7%

3.8%

3.4%
11.8%
14.2%
11.5%
21.8%

8.3%
20.1%
17.4%
13.2%
-1.4%
10.8%

0.4%

26
19
31
46
10
27
23

35
21
34
36
12
1
25
33
23
45
17
41
38
29

22
6

1993

RONW/Rank

6.4%

16.3%
1.7%
7.1%

13.6%

-11.3%

12.4%
7.3%

10.0%

17.0%

13.2%

15.9%

19.4%

-1.1%

-2.8%

14.5%

26.3%

15.4%

20.0%

11.8%

19.6%

12.7%

20.8%
7.9%

23.1%

20.0%

Source of Data: NAIC Report on Profitability By-line By State 1999
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32
14
12
27

3
24
13
18
33
26
31
34

8

7
28
47
29
36
22
35
25
40
15
42
36

1992

RONW/Rank

8.3%

18.0%
14.7%
2.2%
14.1%
-13.1%
15.3%
2.7%
20.9%
11.8%
8.2%
13.5%
23.1%
20.9%
20.3%
15.0%
22.1%
25.1%
17.7%
0.0%
22.8%
21.7%
19.6%
15.5%
23.0%
9.5%

1991

RONWY/Rank

10.3%

11.2%
-18.1%
-9.4%
22.3%
5.3%
14.8%
6.6%
-6.2%
27.3%
-2.0%
13.0%
26.0%
27.5%
-0.5%
21.0%
22.2%
17.9%
24.4%
-13.7%
27.6%
26.5%
10.8%
15.5%
22.4%
19.1%

Average

RONWY/Rank

8.4%

7.9%
11.5%

4.0%
16.1%

0.3%
12.8%

7.9%

3.9%
15.9%
17.4%
19.7%
15.1%
10.4%

7.2%
14.1%
19.2%
15.1%
14.7%

2.2%
20.3%
16.2%
14.9%
11.4%
15.1%
10.2%

17

31

20

30
35
39
28
13

24
38
28
25

41
32
27
16
28
12



Exhibit F-2
Return on Net Worth - Other Commercial Liability | nsurance with Rank of State (from lowest to highest)

YEAR

Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

1991 - 2000

2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 Average
RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank RONW/Rank  RONW/Rank RONW/Rank RONW/Rank RONW/Rank

14.3% 35 9.7% 24 8.0% 34 15.3% 24 14.7% 29 4.5% 16 8.2% 15 20.2% 38 9.0% 12 11.6% 16 11.6% 18
20.3% 41 7.8% 20 15.4% 47 34.7% 47 13.9% 25 -105% 4 10.2% 20 -11.1% 4 13.9% 16 36.6% 49 13.1% 21
12.4% 33 12.5% 30 222% 2 27.4% 46 20.5% 43 24.2% 51 20.5% 42 23.0% 41 31.7% 51 24.0% 39 21.8% 42
-87% 4 -103% 3 -3.0% 2 9.2% 12 12.3% 23 11.9% 35 9.2% 18 10.9% 20 18.7% 29 22.1% 34 72% 8
2.3% 10 14.7% 35 -4.3% 1 16.9% 30 9.5% 15 8.7% 29 40.7% 51 -121% 2 17.5% 25 20.3% 31 11.4% 16
77% 21 12.7% 31 09% 4 62.0% 49 11.2% 19 -10.7% 3 -02% 5 11.6% 21 6.8% 8 13.2% 18 11.5% 17
56% 14 19.7% 40 20.2% 46 25.2% 43 11.2% 19 -1.1% 10 22% 9 -6.7% 5 152% 21 22% 7 8.9% 11
8.4% 23 8.5% 22 55% 10 3.0% 1.0% 3 0.5% 12 -08% 4 51% 11 14% 4 6.3% 11 38% 4
11.1% 28 21.9% 42 7.0% 16 22.7% 40 17.5% 37 14.1% 43 22.6% 47 20.2% 38 26.3% 49 25.4% 41 18.9% 37
24.2% 46 13.9% 34 28.3% 50 26.2% 45 28.3% 49 12.7% 40 27.8% 50 28.4% 49 24.2% 45 38.4% 51 25.2% 43
-29% 5 59% 15 16.6% 42 12.6% 16 44% 8 7.7% 26 7.2% 14 10.8% 19 22.9% 42 19.9% 30 10.5% 14

w

8.9% 24 12.3% 29 5.8% 13 12.0% 15 51% 11 2.9% 13 20.8% 43 9.3% 17 19.5% 32 13.7% 19 11.0% 15
-88% 3 1.0% 6 6.6% 15 16.2% 28 14.3% 27 12.6% 39 17.0% 37 24.0% 44 18.7% 29 33.6% 48 13.5% 23
21% 9 -04% 5 13.1% 29 05% 1 48% 9 -36% 5 -107% 1 -1.1% 8 6.8% 8 10.6% 13 22% 2
22.6% 45 12.3% 29 12.5% 26 6.1% 7 16.1% 31 12.3% 38 18.1% 39 235% 43 22.4% 40 25.8% 42 17.2% 34
7.1% 18 17.8% 39 12.7% 27 21.7% 38 10.9% 17 5.0% 19 13.1% 28 -0.1% 10 21.3% 37 14.6% 20 12.4% 19

16.9% 40 25.0% 43 10.0% 19 22.7% 40 20.4% 42 10.4% 32 23.0% 48 26.0% 46 24.5% 46 23.5% 38 20.2% 40
4.2% 13 10.3% 26 154% 34 17.3% 31 16.8% 36 17.4% 47 21.3% 44 27.8% 48 28.2% 50 38.1% 50 19.7% 39
25% 11 8.9% 23 12.3% 25 13.4% 17 1.0% 3 -34% 7 59% 13 51% 6 -5.6% 2 -52% 6 25% 3
15.6% 37 12% 7 24.6% 49 11.4% 14 17.8% 39 12.1% 37 13.4% 30 28.8% 50 13.9% 16 175% 24 15.6% 29
30.8% 48 13.7% 33 16.6% 42 37% 4 5.0% 10 16.2% 46 8.2% 15 25.6% 45 18.4% 28 -6.5% 4 13.2% 22
6.2% 15 10.4% 27 14.4% 30 18.7% 33 15.9% 30 20.2% 48 26.8% 49 30.3% 51 24.5% 46 18.1% 26 18.6% 36
15% 8 -04% 5 10.6% 22 13.5% 19 16.4% 34 53% 20 18% 8 11.8% 22 6.5% 7 21.4% 33 8.8% 10
75% 20 -176% 2 57% 11 13.9% 20 16.1% 31 22.6% 50 17% 7 -151% 1 16.7% 24 19.7% 28 71% 7
7.8% 22 12.3% 29 154% 34 16.1% 27 21.8% 45 9.7% 30 13.6% 31 15.8% 30 19.2% 31 16.1% 23 14.8% 26
-149% 1 151% 36 38.3% 51 25.7% 44 34.3% 51 11.9% 35 19.1% 40 8.2% 16 7.4% 10 19.8% 29 16.5% 33

Source of Data: NAIC Report on Profitability By-line By State 2000
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NAIC’s Calculation of Return of Net Worth

The purpose of thisappendix isnot to reproduce the explanationsinthe NAIC profitability report but
to show how the NAIC calculates the statistics. Those who wish to pursue the technical aspects of
these calculations should review that report.

RONW is a percentage determined as NAIC' s estimates of operating profits by line and by state
divided by NAIC's determination of net worth that is allocated to the respective line and state.
NAIC estimates by-line, by-state operating profits as the sum of three by-line, by-state ratios: an
underwriting profit ratio plus atotal investment ratio lessafederal tax ratio. NAIC determines net
worthin each line as national net worth allocated to each state and each lineusing, for agivenlinein
agiven state, that state’ sfraction of the national quantity including surplus, excess statutory reserves,
unauthorized reinsurance, non-admitted assets, prepaid expenses, salvage and subrogation, and
deducting deferred taxes. The following sections discuss the component ratios.

Underwriting Profits Ratio

To obtain the by-line by-state underwriting profit ratios, NAIC uses severa factors determined as
ratios of direct earned premiums. The by-line by-state underwriting profit ratiosistheresidual after
subtracting from one (essentially the ratio of earned premiumsto itself) the sum of the by-line, by-
state ratios for losses incurred, loss adjustment expenses, general expenses, selling expenses,
dividends, licenses, fees, and taxes. The paragraphs below discuss each component.

NAIC determines some of these ratios specifically to each state and line of insurance where dataare
availablefrom each insurer’ sstate page. From the state page-data, NAIC determines, for each line of
insurance premiums earned, loss ratios (the most critical components of this calculation) and
dividend ratios. Recent changesto the annual statement have added to the state-page data all ocated
loss adjustment expenses, commissions and brokerage expenses, and expenses for state taxes,
licenses and fees, each of which they develop into ratios of earned premiums. Prior to 1992, these
datahad to be alocated from national datain the Insurance Expense Exhibits. Prior to 1993, before
NAIC mandated reporting of 10ss data on a net basis, |oss data were adjusted by afactor of .997 to
reflect salvage and subrogation recoveries. NAIC adjusts severa of these ratios to put them on a
Generally Accepted Accounting Principles (GAAP) basis.

Some data continueto be only availablein the Insurance Expense Exhibit supplement to the Annual
Statement at the national level and are not allocated to specific states. NAIC allocatestheinsurers
national by-line unallocated loss adjustment expenses to each state using each state’s fraction of
national losses incurred. The allocated and unallocated |oss adjustment expenses are combined to
obtain the by-line, by-state loss adjustment expense ratio.

General expenses are available by line but are not alocated by state. NAIC determinesthe general
expense ratio as genera expenses adjusted to a GAAP basis and divided by national earned
premiums by-line. National by-line other acquisition expenses are allocated to each state and line
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using the respective ratio of premiums earned to national premiums written. The denominators of
the allocation ratios were chosen to adjust the datato a GAAP basis. After the ratio of by-line by-
state other acquisition expenses to premiums earned ratio is determined, the commissions and
brokerage expense ratio is added to obtain the selling expense ratio.

Total Investment Gain Ratio

The total investment gain ratio is one of the more complex and controversia ratios used in the
RONW calculation. The by-line, by-state investment gain ratio is the ratio of investment gains
allocated to each state and line divided by the respective premiums earned for the given line and
state. Somewhat ssimplified, the calculation of the by-line, by-state investment gain is national
investment gain allocated using the by-state and by-line fraction of the national quantity for surplus,
less agent balances and plus reserves for losses, |oss adjustment expense and unearned premium.

Obtaining the national and statewide quantities for agent balances and reserves for losses, loss
adjustment expense, and unearned premium is straightforward. National surplusisalso obtained
easily aspolicyholders surplus. NAIC allocatesindustry surplus by line and by state through the
application of agiven state and insurance linefraction of national earned premiums plusreserves
for losses, loss adjustment expense and unearned premiums.

Federal Tax Ratio

NAIC estimates federal taxes for each line and state by applying the applicable tax rate to the
respective underwriting profit ratio and total investment gain ratio. There are provisions
estimating taxes on 15% of the interest on tax-exempt municipal bonds. Other adjustments
include a double deduction for the drawdown of pre-1987 loss and loss-adjustment reserves,
which are based on payout patterns.
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CERTIFICATION OF THE STATE OF
COMPETITION IN THE

COMMERCIAL LIABILITY INSURANCE MARKET

| hereby certify that, based on the results of the economic tests specified in section 2409c of the
Insurance Code of 1956, 218 PA 1956, M CL 500.2409c, areasonabl e degree of competition existsat

this time, with respect to the Michigan commercial liability insurance market.

Frank M. Fitzgerald
Commissioner of Financial and Insurance Services

DATE:
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